Given its favorable employment incentives and ability to target the working poor, the Earned Income Tax Credit (EITC) has become the primary antipoverty program at both the federal and state levels. However, when evaluating the effect of EITC programs on income and poverty, governments generally calculate the effect using simple accounting, where the value of the state or federal EITC benefit is added to a person's income. These calculations omit the behavioral incentives created by the existence of these programs, the corresponding effect on labor supply and hours worked, and therefore the actual effect on income and poverty. This paper simulates the full effect of an expansion of the New York State EITC benefit on employment, hours worked, income, poverty, and program expenditures. These results are then compared to those omitting labor supply effects. Relative to estimates excluding labor supply effects, the preferred behavioral results show that an expansion of the New York State EITC increases employment by an additional 14,244 persons, labor earnings by an additional $95.8 million, family income by an additional $84.5 million, decreases poverty by an additional 56,576 persons, and increases costs to the state by $29.7 million. These results emphasize the importance of modeling labor supply behavior when analyzing the impact of the EITC.
INTRODUCTION
The federal Earned Income Tax Credit (EITC) is the nation's largest antipoverty program for non-elderly individuals and is responsible for lifting millions of working families out of poverty (Meyer and Holtz-Eakin, 2001 ). For tax year 2004, the federal EITC program disbursed $39.2 billion 1 to over 21 million low-income workers (Center on Budget and Policy Priorities, 2007) . In addition to the federal EITC, more than 20 states and the District of Columbia operate their own supplemental EITC programs.
The value of a taxpayer's state EITC is generally set as a fraction of their federal EITC. The state credits vary significantly in terms of their generosity relative to the federal EITC, and not all are refundable.
New York State was an early implementer of a state EITC program and offers one of the largest fully refundable supplemental credits in the nation. Initially set at 7.5 percent of the federal credit in 1994, When evaluating the effect of both state and federal EITC programs on income and poverty, policymakers generally calculate the effect using simple accounting, whereby the value of the state and/or federal EITC benefit is simply added to a person's observed income. For example, this procedure is used by the Census Bureau in the calculation of its Alternative Poverty Rates, and also by the Congressional
Research Service for the House Ways and Means Committee Green Book. However, by simply adding the value of the EITC benefits to income, these calculations omit the behavioral incentives created by the existence of these programs, the corresponding effect on labor supply and hours worked, and therefore 1 Unless otherwise noted, all figures are in 2004 dollars.
income and poverty. As such, these types of estimates do not capture the full effect of EITC programs on work, income, and poverty rates.
While numerous studies have evaluated the labor supply effects of the federal EITC 2 , only a handful (Holtzblatt, McCubbin, and Gillette., 1994; Browning, 1995; Dickert, Houser, and Scholz, 1995; Scholz, 1996) have simulated the net of labor supply behavior effect on employment and hours worked of a potential future increase in the federal EITC. No previous study has simulated the effect of an increase in a state supplement on employment or hours worked, nor have they extended their simulation to estimating the effect on poverty rates. This study simulates the effect-including labor supply behavior- This paper extends the existing literature by building on the methods employed by Dickert, Houser, and Scholz (1995) and Scholz (1996) to simulate the expansion of a state EITC supplement, and examine the effect on labor supply, income, poverty, and program expenditures. Moreover, this paper generates estimates of the impact of an EITC expansion on income, poverty, and program expenditure excluding behavioral effects, which allows for a direct comparison of estimates including and excluding behavioral effects. The major contribution of this paper is its focus on the more policy-relevant aspects of an EITC expansion, mainly its impact on those not in the labor force, poverty rates, and state EITC program expenditures. It also emphasizes the importance to policymakers of including behavioral estimates in models of the impact of the EITC.
BACKGROUND
Originally enacted in 1975 to offset the payroll taxes of workers with low earnings, the federal EITC has since been expanded in scope and size in 1986, 1990 , and most recently in 1993. Available only to those with labor earnings, the EITC acts as a wage subsidy, providing an incentive for those not working to enter the labor force. It also supplements the income of those who, despite their work effort, have low labor earnings.
There are three distinct earnings ranges to this labor earnings-based tax credit (see Figure 1 ).
Total benefits rise during the phase-in range of the credit, reaching the maximum benefit level for families with eligible children near the poverty threshold for a family of three. At some labor earnings level, called the plateau range, no new benefits are earned as labor earnings increase, but the credit is not reduced. At a still higher level of labor earnings, the phase-out range begins and total benefits fall with additional earnings. This continues until EITC benefits decline to zero; the breakeven point is reached.
The EITC was designed with these three distinct regions in order to largely avoid the work disincentives present in other means-tested programs in which benefits are reduced for every dollar earned. Table 1 presents the federal EITC parameters for tax year 2004.
Results of a wide range of studies evaluating past expansions using a variety of econometric techniques show that the Earned Income Tax Credit is effective at increasing employment rates of lowwage workers (Liebman, 1998; Eissa and Liebman, 1996; Meyer and Rosenbaum, 2001; Hotz, Mullin, and Scholz, 2006) , and that previous expansions of the EITC have reduced the poverty rates of children and families (Blank and Schoeni, 2000) . The effect of the EITC on poverty has also been demonstrated by simply adding the credit to family income and calculating the difference this makes in the number of poor. Each year, the Census Bureau provides estimates of this type-called the Alternative Measures of Income and Poverty-for the U.S. based on data from the CPS; other researchers (e.g., Meyer and HoltzEakin, 2001 ) and organizations estimate the effects in this way from other data sources as well as from the CPS. 0  1250  2500  3750  5000  6250  7500  8750  10000  11250  12500  13750  15000  16250  17500  18750  20000  21250  22500  23750  25000  26250  27500  28750  30000  31250  32500  33750 consecutive months; they then go un-interviewed for 8 months, after which they are interviewed for an additional 4 consecutive months. The CPS ASEC is a supplement to the monthly CPS, which is conducted in March of each year. The ASEC surveys approximately 100,000 households, or 200,000
persons, and provides in-depth information on employment, income, non-cash benefit receipt, and migration.
Given that the data are for tax year 2004, the EITC parameters for tax year 2004 are used in the simulation. Eligibility for the EITC, as well as the value of the federal credit, is determined by the Census Bureau using a tax simulation. To determine eligibility, the Census Bureau runs each tax unit through a tax simulation to estimate their federal tax liabilities and the value of any tax credits. The federal value of the EITC is included in the CPS as a family-level variable. The Census Bureau tax simulation assumes a 100 percent take-up rate for the EITC. That is, those deemed eligible for the credit by the tax simulation are assumed to receive the EITC and those not eligible are assumed not to apply. The state supplemental estimates are based on the value of the federal EITC such families receive.
METHODS
Theoretical Effect of the EITC Labor supply models based on microeconomic theory assume that workers have a fixed amount of time, which they divide between work and leisure. Potential workers have a reservation wage (level of compensation) below which they will not work at all. Once an offer wage exceeds their reservation wage, they will work, but the number of hours worked depends on the wage rate offered. Hence, the theoretical effect of the EITC on the decision to work for unmarried individuals is unambiguously positive. Because the EITC raises the offer wage, it can only increase the likelihood that an eligible person will work.
However, the availability of the EITC to married people results in less obvious overall employment outcomes. While those taking advantage of the EITC may enter the workforce, the increased income to the family could reduce the employment of other family members. Because leisure is a normal good, this increased income could lead to another earner in the family reducing overall hours worked and possibly leaving the labor force (Ellwood, 2001) . Following Scholz (1996) , it is assumed that all labor supply decisions are made holding constant the other spouse's earnings and that all persons who enter the labor force in response to the EITC expansion find employment, in order to simplify the analysis. 3 In other words, in this paper labor force is equated with working status and the corresponding labels are interchangeably used. This assumption appears reasonable given that, for example, it is unlikely that a single mother would enter the labor force, and potentially give up her non-labor market sources of income, unless she were able to obtain employment.
The effect of the EITC on hours worked for those already in the labor force is more ambiguous.
Microeconomic theory argues that if the EITC changes the value of an additional hour of work, it will also change the income associated with that additional hour of work. The change in the value of an additional hour of work is referred to as the "substitution effect" and it implies that if workers receive a higher return from an additional hour of work they will choose to work more and reduce their leisure time, all else equal. However, a change in the income associated with that additional hour of work is referred to as the "income effect" and, because leisure is a normal good, an increase in compensation will result in workers working less and taking more leisure.
The EITC program has three distinct regions-the phase-in, plateau, and phase-out-with the substitution and income effects operating differently in each region, resulting in a different impact on hours worked. Figure 1 presents the value of the federal EITC relative to family income for single individuals, individuals with one eligible child, and individuals with two or more eligible children. For those in the phase-in region of the credit, segment A to B, the effect of the EITC is ambiguous. The rise in compensation will increase work because of the substitution effect but decrease work because of the income effect. Hence, the net effect of the rise in net compensation due to the EITC in this region is uncertain.
For those in the region between the maximum eligible earnings and the beginning of the phaseout range, segment B to C, the EITC will lead to a decrease in hours worked. The value of an additional hour of work is the same as it is in the absence of the EITC so there is no substitution effect. But, because the EITC provides those in this region with greater income than they would have in the absence of the EITC, hours worked will decline due to the income effect.
For those in the phase-out region of the credit, segment C to D, the EITC will decrease hours worked. The phase-out rate of the EITC means that the value of an additional hour of work is lower than it is in the absence of the EITC because one must "pay back" part of the EITC, leading to a substitution effect that reduces hours of work. In addition, those in this region still have more income for a given amount of work than they would in the absence of the EITC and, thus, the income effect will reduce hours worked.
In order to simulate an expansion of the NYS EITC, information is required on the extent to which an EITC increase results in non-employed people entering the labor market as well as the extent to which those already employed change their hours worked. The existing empirical literature on the impact of the EITC on employment has generated numerous estimates of the elasticity of labor force participation (LFP) to net income, which can be used to simulate the number of people entering the labor market for a given change in net income. As a simplifying assumption for the simulation, all persons who enter the labor force are assumed to become employed.
Simulating the change in hours worked for those already employed is significantly more complicated, since it requires information on both the substitution and income effects of a change in the price of labor caused by a change in the marginal tax rate, and because the change in marginal tax rate varies over the three EITC regions. Though some of the existing empirical literature on the EITC has calculated the net change in hours worked after previous expansions of the EITC, these estimates cannot be directly used to simulate future changes to the EITC. Instead, simulating the change in hours worked requires using estimates of the substitution effect and the income effect from the labor supply literature as done in GAO (1993) , Dickert, Houser, and Scholz (1995), and Scholz (1996) .
Following Dickert, Houser, and Scholz (1995) and Scholz (1996) , this paper uses the MaCurdy, Green, and Paarsch. (1990), Triest (1990), and Hausman (1981) substitution and income elasticities to simulate low, medium, and high estimates of the effect of an expansion of the New York State EITC supplement on work, income, and poverty for those currently in the labor force. For those not currently in the labor force, the elasticities of labor force participation to net income estimated in Meyer and
Rosenbaum (2001), Keane and Moffitt (1998) , and Eissa and Liebman (1996) are used to simulate low, medium, and high estimates of the effect of an expansion of the New York State EITC supplement on work, income, and poverty.
Simulation Methods for Those Persons Not in the Labor Force at the Time of the Expansion
Because, by definition, the data contains far less information on the labor force characteristics of those not in the labor force, a significant number of assumptions are required in order to simulate the effect of a state EITC supplement expansion on the employment, number of hours worked, income, and poverty status of those not in the labor force. Specifically, we do not observe the wage that these individuals would receive should they choose to enter the labor force, nor do we observe the annual number of hours they would choose to work. Thus three key assumptions are made regarding the characteristics single mothers would have should they enter the labor market. The first assumption is that all those not in the labor force who choose to enter the labor force as a result of the EITC expansion would earn the current New York State minimum wage of $7.15.
The second assumption is that labor market entrants would work the same number of hours as the average person of similar characteristics who is currently in the labor force. For example, the average single mother works 1,633 hours per year in the 2005 CPS ASEC, and so single mothers outside the labor force are assumed to work 1,633 hours per year should they choose to enter the labor force.
Lastly, given the complexity of calculating benefit receipt from the numerous income support programs available to low-income working families, it is simply assumed that all persons who choose to join the labor force as a result of an EITC expansion had been poor and become non-poor. Though the assumption that all persons who join the labor force as a result of an EITC expansion become non-poor may seem rather strong, it is actually quite reasonable given that just by counting wages, current combined New York State and federal EITC benefits, and the refundable portion of the federal Child Tax
Credit, and by subtracting FICA taxes for a single mother with two or more children who works 1,633
hours per year at the minimum wage of $7.15, family income would be $15,733-just beyond the poverty line of $15,670 for a family of three. Moreover, the inclusion of the value of in-kind benefits such as housing subsidies, food stamps, home energy subsidies, and school lunches-as is done when calculating alternative family income-would push the family even further above the poverty line. On average, a family with two or more children earning approximately $11,500 in wages received about $800 worth of in-kind benefits.
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Given the assumptions cited above, the primary simulation method for the effect of an EITC expansion on those not in the labor force at the time of the expansion involves determining the number of these persons who would enter the labor force for a given change in the EITC supplement. This is done using elasticities of labor force participation to net income drawn from the existing literature on the effect of the EITC on labor supply.
Separate elasticity estimates exist for men, married women, and single mothers, as their labor supply decisions are fundamentally different. Back-of-the-envelope calculations using an elasticity of labor force participation to income of 0.03 for men and 0.26 for married women from Eissa and Hoynes (2004) and the EITC program parameters indicated that an EITC supplement expansion would induce labor force entry only by single mothers. Men are excluded as a result of their very low elasticity, implying minimal changes in participation even for large changes in the EITC benefit. Married women are excluded because a married woman entering the labor force faces a very high marginal tax rate, as the EITC program only extended the phase-in and plateau regions by $1,000 for a married couple in 2004, which make changes in net family income small or even zero. Lastly, though single childless persons can be eligible for the EITC, they can only earn a maximum state and federal benefit of $507, which is completely phased out if they earn more than $11,490. These EITC parameters for the childless yield very small changes in net income for any reasonable number of annual hours worked. Therefore, with the exclusion of these three groups, the simulation for those not in the labor force is conducted only for single mothers.
In order to provide low, medium, and high estimates of the effect of an EITC supplement expansion on the employment of single mothers, three different elasticities of labor force participation to net income are employed in the simulation. The three elasticities are: 0.69 from Meyer and Rosenbaum (2001) for a lower bound; 0.96 from Keane and Moffitt (1998) for the medium; and 1.16 from Eissa and Liebman (1996) for an upper bound. These elasticities were selected as they covered the range of estimates found in the existing EITC literature. These and other elasticities of labor force participation to net income are presented in Table 2 in order to give the reader a sense of the range of estimates produced by the EITC literature.
The next step involved producing the labor force participation rates for single mothers. force participation rates for these two groups, the simulated changes in employment among those not in the labor force were obtained by applying the above mentioned elasticities of labor force participation to net income to changes in net income due to an expansion of the NYS EITC.
Simulation Methods for Those Persons in the Labor Force at the Time of the Expansion
The simulations of the effect of increases in the New York State EITC supplement for those not in the labor force presented begin by determining who is currently eligible for the EITC and their EITC region-phase-in, plateau, or phase-out. EITC eligibility is determined using the Census Bureau-derived variable eit_cred, which is the estimated value of the family's federal EITC, in the CPS data. If the eit_cred value is positive, a person is eligible for the EITC. Their region is then assigned based on their own wages, or their wages plus their spouse's wages where appropriate, and their number of children.
As with the simulation for those not in the labor force, low, medium, and high estimates of the changes in hours worked, income, and poverty in response to a change in the EITC supplement are provided by using three sets of uncompensated wage and income elasticities drawn from the previous literature. Specifically, estimates of the uncompensated wage elasticity and income elasticity are obtained Triest (1990), and Hausman (1981) for both women and men as lowerbound, medium, and upper-bound estimates, respectively, as done in Dickert et al. (1995) and Scholz (1996) . These elasticities are presented in the last six columns of Since everyone in a given EITC eligibility category-childless, one child, two or more childrenand region of the EITC faces the same percentage point change in their marginal tax rate with an expansion of the EITC supplement, changes in marginal tax rates are calculated and then assigned by eligibility category and credit region for an expansion to a 35 percent, 40 percent, and then 45 percent supplement. As the marginal tax rate for each tax unit is provided in the CPS, calculating the percent change in the marginal tax rate faced by a person after each simulated expansion of the EITC supplement involves simply dividing the assigned percentage point change in the marginal tax rate by the CPSassigned current marginal tax rate. With the percent change in marginal tax rate calculated, each of the three uncompensated wage elasticities are then applied to each of the three expansions of the credit, 5 Many families that receive the EITC also receive in-kind benefits, such as food stamps, which are phased out as income increases. Hence, changes in the EITC program that increased countable income in these programs, reducing their value would affect the implicit marginal tax rate faced by a worker. However, the EITC benefit itself is not counted in the calculation of in-kind benefits. But any labor earnings increase caused by a change in the EITC benefit rules would be affected because labor earnings are countable income in such programs. The denominator used to calculate the percent change in the marginal tax rate here does not include the implicit tax rates on labor earnings from lost benefits from these in-kind programs. The microsimulation required to capture those rates is beyond the scope of this paper. However, given the relatively small change in labor earnings the simulation produces, the addition of these implicit taxes is unlikely to substantially affect the results presented here. which yields low, medium, and high estimates of the change in hours worked due to the substitution effect at a supplement rate of 35 percent, 40 percent, and 45 percent.
For the income effect, determining the change in hours worked is similar to the process used to determine the change in employment for those not in the labor force. As with those not in the labor force, calculations are made on the basis of net income, which is defined as income after state and federal taxes, including EITC benefits, and FICA taxes. However, for those in the labor force it is possible to calculate actual net income based on income and taxes reported in the CPS. In order to apply the income elasticities a person's percent change in net income is calculated by determining the change in the value of the New York State EITC supplement for a given increase in the supplement rate at their current CPS-determined income level and dividing this change in their supplement by their net income. In order to determine the percent change in hours worked due to the income effect, the percent change in net income that we determined for each person at each of the three expansions of the EITC supplement is taken and applied to the gender-appropriate low, medium, and high income elasticities.
With both the income and substitution effects now estimated for all three simulated EITC supplement expansions using the low, medium, and high elasticities, the effects on hours worked are added together to determine the net percent change in hours worked by each person. This is then converted into actual hours by multiplying the percent change in hours worked by the number of hours worked per year.
Based on the net change in hours worked per year, a person's net income is recalculated by multiplying their net of tax wage rate by the change in the number of hours they worked and adding this value to their previous net income. Given that this change in income may have resulted in a person moving into, or out of, poverty, poverty status is recalculated using the new value for net income.
Alternative Definitions of Family Income
One component of the simulation is estimating changes in poverty that would result from changes in the generosity of New York State's EITC supplement program. The standard definition of poverty adds up labor earnings and cash welfare payments and compares this to a family-size adjusted poverty line.
However, given that this analysis focuses on the EITC, it would be inappropriate to use a definition of income for determining poverty that excluded the substantial contribution of the EITC to the incomes of low-income families. The Census Bureau has developed several alternative income measures, which are used to examine the change in the official poverty rate that would result from the inclusion of income from programs, such as the EITC, in the income-to-needs calculation. 7 Here an expanded definition of income is used that adds the value of in-kind transfers (food stamps, school lunch, housing subsidies, and home energy subsidies), as well as the federal and state EITC to family income, but subtracts state, federal, and FICA tax payments from family income. Table 3 presents the change in employment based on the low, medium, and high elasticities of LFP to net income, and hours worked, labor earnings, and NYS EITC benefits based on the low, medium, and high labor supply parameters, respectively. This table divides the effect between those in the labor force (initially working) and those not in the labor force (those not initially working). With regards to Columns 4, 5, and 6 of Table 3 present the estimated change in hours worked. As expected from the theoretical assumptions, the number of hours worked by those currently in the labor force declines with an expansion of the NYS EITC. Estimates of the decline in hours worked with an expansion to a 45 percent NYS EITC range from 563,000 hours per year to 5.951 million hours per year for those currently in the labor force (column 4). However, the decline in hours worked by those in the labor force is more than offset across all specifications by the increase in hours worked by those not in the labor force prior to the expansion. The increase in hours worked by those not previously in the labor force is estimated to range from 11.635 million to 34.886 million (column 5). The net effect is an increase in hours worked of between 11.071 million and 28.935 million (column 6).
RESULTS
Columns 7, 8, and 9 of Table 3 Columns 10, 11, and 12 of Table 4 presents the simulated effect of an EITC expansion on hours worked, labor earnings, combined NYS and federal EITC benefits, and alternative family income separately for the average person initially in the labor force and not initially in the labor force. With an expansion to a 45 percent NYS EITC supplement, the average person in the labor force decreases their hours worked by between 0.53 and 5.6 hours per year (column 3), while the hours worked of those not initially in the labor force increases by the assumed 1,633 hours (column 6). As a result, the average labor earnings of those initially in the labor force decline by between $19 and $147 (column 3), while average labor earnings of those initially in the labor force decline by the assumed $11,676 (column 6).
For those initially in the labor force, the decline in labor earnings is more than offset by increased federal and state EITC benefit payments, which range from an additional $240 to $347 (column 3). The net effect on family income is shown in the average alternative family income rows, which indicate that average family income changes by between $228 and $214 relative to its pre-EITC expansion value of $27,399.
For those not initially in the labor force, they are assumed to go from $0 in state and federal EITC benefits to the combined maximum benefit at a 45 percent state supplement rate, which, averaged between women with one child and women with two or more children, yields $5,035 (column 6). Adding the assumed annual labor earnings and the assumed EITC benefit together yields an income of $16,711.
However, as most single mothers not initially in the labor force report some family income, the average ‡ The medium estimates are simulated using the Triest (1990) elasticities for those initially working and the Keane and Moffitt (1998) elasticities for those not initially working. * The high estimates are simulated using the Hausman (1981) elasticities for those initially working and the Eissa and Liebman (1996) elasticities for those not initially working.
value of family income for single mothers not initially in the labor force of $8,599 is subtracted from the $16,711 they are assumed to earn in the labor force in order to get a change in family income of $8,112. Table 5 presents the simulated effect of an EITC expansion on poverty by combining the low, medium, and high estimated change in poverty for those initially in the labor force with the low, medium, and high estimated change in poverty for those not initially in the labor force who enter the labor force. With an expansion of the NYS EITC credit to 45 percent, the total poverty rate declines from the current 11.75 percent to 11.39 percent under the low parameters (column 5); 11.29 percent under the medium parameters (column 8); and 11.23 percent under the high parameters (column 11). As the effect on poverty rates for those in the labor force varies little by low, medium, or high estimates, the child poverty rates are only presented for the medium estimate. With an expansion of the NYS EITC from 30 percent to 45 percent, it is estimated that the child poverty rate would decline from the current 15.07 percent to 14.01 percent (column 14). Table 5 also presents poverty rates using a model with no behavioral effects. The model without behavioral effects understates the reduction in poverty relative to even the low estimate using behavioral effects. Moreover, it completely misses the even greater reductions in poverty for those who enter the Meyer and Rosenbaum (2001) elasticities for those not initially working. ‡ The medium estimates are simulated using the Triest (1990) elasticities for those initially working and the Keane and Moffitt (1998) elasticities for those not initially working. * The high estimates are simulated using the Hausman (1981) elasticities for those initially working and the Eissa and Liebman (1996) elasticities for those not initially working. labor force. With an expansion of the NYS EITC from 30 percent to 45 percent, and assuming no behavioral effects, the total number of people in poverty is estimated to fall by 30,000 (column 1), or from the current poverty rate of 11.75 percent to a poverty rate of 11.55 percent (column 2), for a reduction of 0.20 percentage points (column 3). For the medium estimates of behavioral change, the number of people in poverty is reduced by 49,000 from those who enter the labor force, and by 38,000 for those who were initially in the labor force for a total of 86,000 (column 7). Thus, overall poverty reduction is underestimated by approximately 56,000 when behavioral changes are not considered. Table 6 presents side-by-side comparisons of the results using the medium parameters for behavioral effects and results omitting behavioral effects for all outcomes of interest. In terms of employment, hours worked, and labor earnings, the model with no behavioral effects estimates no change in these outcomes by definition. In contrast, the simulation results using the medium parameters for behavioral effects estimates an increase in employment of 14,244 persons, a net increase in hours worked of 19.393 million, and a net increase in labor earnings of $95.815 million.
With regards to program expenditures, Table 6 shows that omitting behavioral effects, an increase in the NYS EITC supplement rate from 30 percent to 45 percent will result in additional program expenditures, or benefits paid, of $235.513 million. Based on the medium estimates, this is $9.879 million less than the estimated benefits paid to those in the labor market at the time of the EITC change using the behavioral model, and misses completely the $19.787 million in estimated additional benefits paid to the new labor market entrants. Thus, the model without behavioral effects understates the increased costs of expanding the EITC program by a total of $29.666 million.
In the model with no behavioral effects, the only change in family income occurs through the change in the amount of the state EITC benefit received. However, in the behavioral model labor supply, and the values of labor earnings, state taxes, and federal taxes/EITC benefit are allowed to vary in addition to the state EITC benefit. Using the medium behavioral effects, the family incomes of those initially in the labor force are estimated to increase by $226.276 million, while the family incomes of those not initially in the labor force are estimated to increase by $93.757 million, for a total increase in These results clearly demonstrate that expanding state EITC supplements will significantly increase the labor force participation of single mothers, increase the total income of low-income families, and reduce their risk of poverty. The labor supply incentives created by the EITC program will move people not currently in the labor force into the labor force. And it will move workers currently in the phase-in region to work more. This will increase their income via both greater labor earnings and higher EITC payments. Hence, each additional dollar of EITC benefits to these families will mean more than a dollar of additional income. Since these are predominantly poor families to begin with, the EITC program has its greatest impact on poor families.
This paper further demonstrates the importance of including behavioral effects in estimating the impact of EITC program changes. Using the medium estimates, an increase in the NYS EITC Supplement from 30 percent to 45 percent will induce 14,244 more people into the labor force. While it will decrease the hours of work of those in the labor force at the time of enactment by 3.867 million hours, this will be offset by the 23.260 million hours of work by new entrants. Likewise, ignoring behavioral effects will miss the decline of $70.497 million in the earnings of those in the labor market at the time of enactment, but also the more than offsetting $166.312 million increase in the earnings of new labor market entrants.
Behavioral effects also impact the estimated cost of the EITC program. The 14,244 people who were not in the labor force prior to the enactment of the EITC will now be counted as receiving EITC benefits. But benefits will also rise on average for those who were employed because those in the phase-in region will work more and those in the phase-out region will work less.
Taken together, these differences between models with and without behavioral effects suggest that cost-benefit analyses of expanding the EITC program made based on estimates from models without behavioral effects would understate both the costs and benefits of the expansion. Moreover, estimates of the effect of current EITC programs on income and poverty that omit labor supply responses to the program-such as the Census Bureau's Alternative Poverty Estimates-fail to capture the complete impact of the EITC.
This study demonstrates why policy research on the effect of the EITC on income understates both the costs and benefits of EITC expansion when it simply adds the increased value of EITC benefits to existing income. Doing so ignores the fact that the major labor supply response to the EITC is for persons not in the labor force to enter the labor market, and that those currently in the labor market will seek to maximize their EITC benefit, which will disproportionately reduce poverty, as most persons below poverty will be induced to increase their labor earnings.
The extension of the existing simulation framework to state EITC programs and more rigorous analysis of outcomes for those not in the labor force is an innovation to the academic literature. Previous simulations have focused primarily on the effect of an EITC expansion on those currently in the labor force, which, as this paper demonstrates, represents only a fraction of the total effect of the EITC. The use of estimates of the elasticity of labor force participation to net income from previous studies of the EITC to simulate changes in employment is a straightforward yet powerful addition to the existing framework.
Moreover, extending the outcomes examined to income, poverty, and costs to the state, which were omitted from previous studies, expands the policy relevance of this literature.
